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The Era of Consolidations
I T I O N , traditionally referred
COtoM PasE T"the
life of trade," today frequently finds itself branded as a "menace
to business."
In that ideal state which economists
assume as an hypothesis upon which to
base their reasoning, free competition is
held not only to be a boon to consumers,
but to regulate production so that it is
confined to a profitable basis.
In that practical world with which
business enterprise actually has to deal,
free competition may be advantageous to
the buying public, but statistics show that
it does not always keep production within
the bounds of profit.
Boarding houses spring up in a city like
New York, not because compiled data show
that there is a profitable demand for more
and better boarding houses, but frequently
because some uninformed widow must seek
a means of economic existence, and she determines to "try her luck" at accepting paying guests. The result usually is a shortlived experiment, continuing until the
meagre capital has been exhausted.
Business ventures, too often, are like
city boarding houses. They are likely to
be begun without adequate survey of the
field and scientific planning of the operation. Frequently, they are continued, regardless of demand, without knowledge of

costs, and with intermittent, if not continuous, losses of capital.
The facts, if they could be developed,
probably would show that many businesses
are started without a possible chance of
economic success. They are continued in
the face of certain failure. They battle
with competition which is sure to be fatal.
The entrepreneurs "try their luck" when
there is no luck to be had. The outcome
is preordained.
Such is the condition of thousands of
small enterprises today. The business in
their respective fields is so organized that
they cannot compete and survive. High
costs which go with small volume of production sap their capital and leave them,
sooner or later, stranded in the bankruptcy courts.
The day of small business in this country
probably is past. Consolidation is the
order of the day. Every industry seems
to be headed toward the formation of
larger units, working on a basis of sound
and sane competition. The economists
may yet realize their ideal state.
In the meantime, the accountant must
understand what should be his part when
business units are brought together. He
must furnish, in consolidated form, the
results of past performances of the units.
He should not undertake to prophesy what
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their future will be in case they are combined. Such is the function of the promoter, or the entrepreneur, or the capitalist who backs the enterprise.
The wisdom, on the part of the accountant, in taking this attitude is indicated
by the results of a study relating to twenty representative consolidations effected
about 1925. The companies in this group
after consolidation, showed an increase of
net income in 1926 over 1925 of 34.17%.
In 1927, as compared with 1926, these companies showed an increase in net income of
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only .37 of 1%. Net working capital in
1926 was 10.6% greater than in 1925.
But in 1927 it was only 3.07% greater
than in 1926.
These figures, considered without relation to general business conditions and
other factors which may have affected the
individual companies, are not conclusive.
They do, however, support the suggestion
sometimes made, that the economies resulting from consolidation soon are offset
by new and unforeseen expenses incident
to consolidated operation.

